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TAGS: ETRD GATT 

SUBJECT: DATA BASE - SUBSIDIES 
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(C) SEOUL A-310, 12/23/74 (D) SEOUL A-41, 2/25/75 
(E) SEOUL 2755 (F) SEOUL 5185 (G) FAS REPORT KR-5002, 1/27/75 
(H) STATE 162263 

SUMMARY: SUBSIDIES, AND PARTICULARLY DIRECT EXPORT SUBSIDIES 
OF THE KIND WHICH ARE OF IMMEDIATE INTEREST TO THE DEPARTMENT, 

ARE NOT OF GREAT SIGNIFICANCE TO KOREAN TRADE. DIRECT PRODUCTION 
AND CONSUMPTION SUBSIDIES TO DISCOURAGE IMPORTS HAVE BEEN 
CONCENTRATED IN GRAINS AS PART OF AN OVERALL POLICY TO PROMOTE 
SELF-SUFFICIENCY, INCREASE RURAL INCOMES AND SERVE OTHER 
SOCIAL OBJECTIVES. INDIRECT SUBSIDIES, THROUGH THE TARIFF 
STRUCTURE, INVESTMENT LICENSING AND MONETARY, FISCAL AND ADMINIS- 
TRATIVE POLICIES, ARE THE PRINCIPAL STIMULI FOR EXPORT EX- 
PANSION AND IMPORT SUBSTITUTION IN THE ROK. ON THE BASIS OF 
U.S. CUSTOMS INVESTIGATIONS, THESE HAVE LITTLE OR NO EFFECT 
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ON EXPORT COMPETITIVENESS RELATIVE TO NORMAL PRACTICES IN OTHER 
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COUNTRIES. END SUMMARY. 

1. REFS B, C, D, E AND F DESCRIBE THE BASIC STRUCTURE AND 
RECENT CHANGES IN THE HIGHLY COMPLEX SYSTEM OF CONTROLS AND 
INCENTIVES THROUGH WHICH THE KOREAN GOVERNMENT MANAGES ITS 
EXPORT-ORIENTED NATIONAL TRADE AND DEVELOPMENT PROGRAMS. 

EXPORT PROMOTION THROUGH DIRECT SUBSIDIZATION IS ONLY OF 
MARGINAL SIGNIFICANCE TO THOSE PROGRAMS AND IS SECONDARY TO THE 
IMPORT CONTROL REGIME. SELECTIVE INCENTIVES FOR DEVELOPING 
EXPORT INDUSTRIES HAVE BEEN APPLIED. PARTLY TO ENCOURAGE NEW 
INDUSTRIES AND PARTLY FOR LOCATIONAL OBJECTIVES. RATHER THAN 
DIRECT SUBSIDIES ON EXPORT SALES. THEY HAVE LARGELY BEEN APPLIED 
IN TERMS OF TARIFF AND TAX EXEMPTIONS ON IMPORTED CAPITAL 
GOODS AND RAW MATERIALS, PREFERENTIAL INTEREST AND UTILITY 
RATES, TEMPORARY TAX INCENTIVES FOR FOREIGN CAPITAL, AND OTHER 
CLASSIC MEASURES EMPLOYED TO ATTRACT OR ALLOCATE INVESTMENT, 

BUT WHICH HAVE LITTLE EFFECT ON LONG-TERM PRICES OF GOODS 
PRODUCED FOR EXPORT. THE OVERWHELMING STIMULUS TO KOREA'S RE- 
MARKABLE EXPORT GROWTH HAS COME MAINLY FROM ITS INDUSTRIOUS 
LABOR FORCE AVAILABLE AT LOW WAGE RATES. ONE AMERICAN MANAGER 
OF A MAJOR U.S. ELECTRONIC MANUFACTURING OPERATION HERE DESCRIBES 
THE LATTER POINT AS THE MAJOR INCENTIVE TO INVESTMENT IN KOREA. 

HE NOTES THAT EVERY OTHER DEVELOPING COUNTRY IN ASIA OFFERS MORE 
ACTIVE AND ATTRACTIVE NON-LABOR COST-RELATED INDUCEMENTS TO 
INVESTORS. AN INTERESTING ECONOMETRIC STUDY BY THE KOREA 
DEVELOPMENT INSTITUTE IN 1972 CONCLUDED THAT THE KOREAN STRUCTURE 
OF IMPORT CONTROLS AND INCENTIVES AFFECTING IMPORTS AND EXPORT 
REALLY CONSTITUTES A SYSTEM OF MULTIPLE EXCHANGE RATES WHICH 
EFFECTIVELY OVERVALUE EXPORTS AND UNDERVALUE IMPORTS. WHILE 
EXPORTS ARE STIMULATED, AT CONSIDERABLE ADMINISTRATIVE COST TO 
GOVERNMENT, SO ARE IMPORTS, WHICH LIMITS DEVELOPMENT OF IMPORT 
SUBSTITUTION INDUSTRIES. 

2. REF H REPORTS THE RESULTS OF A RECENT COUNTERVAILING DUTY 
INVESTIGATION OF RUBBER FOOTWEAR WHICH HAS FOUND THAT THE ONLY 
NON-STANDARD INCENTIVE AVAILABLE TO THE INDUSTRY IS THE PREFER- 
ENTIAL INTEREST RATE ON LOANS FOR FINANCING PRODUCTION FOR 
EXPORT. THE APPLICABLE RATE IS THE EURODOLLAR (LIBO) RATE PLUS 

2 PERCENT, WHICH WHILE LOWER THAN THE DOMESTIC RATE OF 15.5 
PERCENT, HAS BEEN HIGHER THAN PREVAILING INTERNATIONAL INTEREST 
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RATES. KOREAN FOOTWEAR EXPORT PRICES IN ALL CASES HAD BENEFITTED 
BY LESS THAN ONE PERCENT FROM THIS INDIRECT SUBSIDY. MOREOVER, 
SUBSIDIZATION PROGRAMS AS DEFINED IN PARAGRAPHS 3 AND 4 OF REF 
A ARE OFTEN AFFECTED IN THE TIGHTLY CONTROLLED KOREAN ECONOMY 
BY A MYRIAD OF OTHER MEASURES, E.G. IMPORTANT TAX INCENTIVES 
TO ENCOURAGE PUBLIC EQUITY OWNERSHIP. 

3. LEGISLATION GOVERNING FOREIGN TRADE, FREE TRADE ZONES AND 
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FOREIGN CAPITAL INDUCEMENT (SEE PUBLICATION OF THE KOREAN 
TRADERS ASSOCIATION ENTITLED "LAWS RELATING TO FOREIGN TRADE - 1973" 
WHICH HAS NOT SUBSEQUENTLY BEEN REVISED) PROVIDES BROAD AUTHORITY 
FOR PROMOTING EXPORTS, IMPORT SUBSTITUTION AND FOREIGN INVEST- 
MENT, BUT OFFERS LITTLE INSIGHT CONCERNING THE OPERATION OF 
INCENTIVES. RATHER, THE SYSTEM OF INCENTIVES IS PERVASIVE 
THROUGHOUT THE WHOLE BODY OF ECONOMIC LEGISLATION AND EXECU- 
TIVE ENFORCEMENT DECREES AND REGULATIONS OF THE PAST FIFTEEN 
YEARS. FOREIGN INVESTMENTS ENJOY ALL DOMESTIC INCENTIVE PROGRAMS 
PLUS SPECIAL BENEFITS. 
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4. IN THE ABSENCE OF ANY TAX BASE DATA IT IS NOT POSSIBLE TO 
ESTIMATE THE AMOUNT OF FOREGONE TAXES ATTRIBUTABLE TO THE EXPORT 
INDUSTRIES ELIGIBLE FOR INCENTIVES. THE SELECTION OF ELIGIBLE 
INDUSTRIES IS BASED ON THEIR POTENTIAL CONTRIBUTION TO EXPORT 
EXPANSION, TECHNOLOGY INDUCTION AND IMPORT SUBSTITUTION. 

AT PRESENT, INCENTIVES APPLY TO CERTAIN HEAVY AND CHEMICAL 
INDUSTRIES, MAJOR MINING AND SMELTING, ELECTRONICS, POWER 
GENERATION, LIVESTOCK AND MARINE PRODUCT PROCESSING, AND 
INVESTMENTS PARTICULARLY INVOLVING LABOR-INTENSIVE TECHNOLOGY 
INDUCTION. 
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5. IT IS IN THE AGRICULTURAL SECTOR, AND PARTICULARLY IN THE 
OPERATION OF THE GRAIN MANAGEMENT SPECIAL ACCOUNT, THAT DIRECT 
SUBSIDIES ARE CONCENTRATED SPECIFICALLY TO STIMULATE IMPORT 
SUBSTITUTION AND PROVIDE HIGHER INCOMES TO THE RURAL SECTOR. 

AS OF NOVEMBER 1975, THE GOVERNMENT PURCHASE PRICE PER METRIC 
TON OF BROWN RICE IS TO BE ABOUT $450 PER METRIC TON COMPARED 
TO A SEPTEMBER 1975 AVERAGE C & F IMPORTED PRICE OF 
$284, THEREBY PROVIDING A 59 PERCENT SUBSIDY TO FARMERS FOR THE 
NEW 1975 RICE CROP. THE GOVERNMENT PURCHASE PRICE FOR 1975 
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BARLEY IS APPROXIMATELY $299 PER METRIC TON COMPARED TO A 
SEPTEMBER C & F IMPORTED PRICE OF ABOUT $169, INDICATING A 
PRODUCTION SUBSIDY OF 43.5 PERCENT PER TON FOR 1975 BARLEY. 

AS A MEANS OF EXTENDING THE SUPPLY OF FOOD GRAINS, THE GOVERN- 
MENT MIXES ITS STOCKS OF RICE (70 PERCENT) AND BARLEY (30 PERCENT) 
BEFORE SELLING AT A RETAIL PRICE, CURRENTLY AT $389 WHICH 
REPRESENTS A 5 PERCENT DISCOUNT FROM GOVERNMENT PURCHASE COST 
TO CONSUMERS. CONSUMER PRICES OF FLOUR MADE FROM IMPORTED 
U.S. WHEAT HAVE ALSO BEEN SUBSIDIZED TO VARYING DEGREES 
IN AN ATTEMPT TO SUBSTITUTE WHEAT FOR RICE IMPORTS. 

6. IMPORT SUBSTITUTION HAS BEEN ENCOURAGED FOR RICE AND BARLEY 
IN PART FOR SECURITY REASONS BECAUSE KOREA IMPORTS 2.5 TIMES 

AS MUCH FOOD AND LIVE ANIMALS AS IT EXPORTS. KOREA IS DEPENDENT 
ON IMPORTS FOR ANIMAL FEEDS AND EXPORTS NO GRAINS. OVERALL FOOD 
SHORTFALL IS EVIDENCED BY PER CAPITA CALORIC INTAKE 17 PERCENT 
BELOW MEDICALLY-RECOMMENDED DAILY ADULT MINIMUM REQUIREMENTS. 
PER CAPITA RICE CONSUMPTION HAS BEEN INCREASING DESPITE GOVERN- 
MENT EFFORTS TO REDUCE IT THROUGH HIGH PRICING AND OTHER POLL 
CIES. THEREFORE, AS IN OTHER COUNTRIES, KOREAN GRAIN SUBSIDIES 
ARE DIRECTED TO POLITICAL AND SOCIAL WELFARE OBJECTIVES AS 
WELL AS IMPORT SUBSTITUTION. 

7. OTHER DIRECT SUBSIDY PROGRAMS, SUCH AS THOSE FOR FERTILIZERS, 
AGRICULTURAL CHEMICALS, CASH AWARDS FOR RICE AND BARLEY YIELD 
IMPROVEMENT, GOVERNMENTMONOPOLY PURCHASE OF TOBACCO AND 
GINSENG, FARM MECHAIZATION AND LIVESTOCK HERD IMPROVEMENT, 

HAVE NO EFFECT ON EXPORTS BUT RAISE DEMAND FOR IMPORTS INVOLVED. 
SUBSIDIES FOR LAND RECLAMATION, IRRIGATION, PADDY REARRANGE- 
MENT, IMPROVED PLANT STRAINS AND RURAL INFRASTRUCTURE WILL HAVE 
SIGNIFICANT SUBSTITUTION EFFECTS ONLY IN THE LONG RUN. 

8. INDIRECT SUBSIDIES OF AGRICULTURAL EXPORTS ARE OF VIRTUALLY 
NO SIGNIFICANCE TO THE U.S. THEY ARE LARGELY LIMITED TO CON- 
CESSIONAL FINANCING OF PRODUCTION AND/OR EMERGENCY EXPORT IN- 
VENTORY MAINTENANCE FOR MUSHROOMS, LAVER AND SILK (SEE REF G). 
DEPRESSED MARKET CONDITIONS FOR LAVER AND SILK IN JAPAN AND EC 
ESTABLISHMENT OF QUOTA RESTRAINTS AGAINST MUSHROOMS IN 1975 
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NECESSITATED CONVERSION OF EXPORT FACILITATION PROGRAMS INTO 
INVENTORY RELIEF AND MAINTENANCE MEASURES TO ASSIST DISTRESSED 
PRODUCERS. GOVERNMENT CONCESSIONAL FINANCING FOR THESE COMMODI- 
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TIES IS ANALAGOUS TO THAT FOR FOOTWEAR AND PROBABLY HAS 
SIMILAR INSIGNIFICANT EXPORT PRICE EFFECTS. 

9. RE REMAINING QUESTIONS IN REF A PARAS 6E AND F: 

BECAUSE INCENTIVES ARE DESIGNED PRINCIPALLY TO ENCOURAGE ES- 
TABLISHMENT OF EXPORT AND IMPORT-SUBSTITUTION INDUSTRIES 
RATHER THAN TO SUBSIDIZE EXPORTS THEMSELVES, NEITHER THE 
QUESTION OF SIGNIFICANT DIFFERENTIALS BETWEEN EXPORT AND WHOLE- 
SALE PRICE LEVELS (EXCEPT FOR GRAINS) NOR THE SHARE OF EXPORTS 
ATTRIBUTABLE TO SUBSIDIZATION ARISES. SIMILARLY, THERE IS LITTLE 
EVIDENCE OF ACTUAL REPLACEMENT OF IMPORTS DIRECTLY ATTRIBUTABLE 
TO SUBSIDIES. IMPORT SUBSTITUTION IS GENERALLY ATTRIBUTABLE TO 
TARIFF AND NON-TARIFF BARRIERS AND INVESTMENT LICENSING AND 
INCENTIVES. 

SNEIDER 
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